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KEY ECONOMIC INDICATORS 


Adjusted Estim. Change 


1973 1/ 1974 1975 2/ 75/74 
INCOME, PRODUCTION, EMPLOYMENT 


GDP at current prices 1182 1848 
GDP at constant 1966 prices 796 847 
Per capita GDP (current prices) 628 925 
Index of industrial electricity 

use (1972 = 100) 105 123 


MONEY AND PRICES 


Money supply 
Net credit of banking system 
External public debt 

Central Government 

Banking System 

Other Public Sector 
Wholesale price index 

(1966 = 100) 


BALANCE OF PAYMENTS AND TRADE 


Net Foreign Reserves (year end) 
Balance of payments, current 
account 
Total Exports, F.O.B. 
to U.S. 
U.S. % share 
to CACM 
Total imports, C.1iI.F. 
from U.S. 
U.S. % share 
from CACM 


1973 data has been converted to $ at current exchange rate of 
$1.00 = 8.54 colones, rather than at exchange rate prevailing 
in 1973, for purposes of comparability. 


1975 data are Embassy estimated based on 6-9 months data. 





COSTA RICA 


Summary 


For Costa Rica, 1975 was a year of mild recession, severe 
restraints on imports to combat a difficult balance of pay- 
ments situation, and continued inflation. By year end, how- 
ever, it was evident that Government policies had succeeded 
in diminishing inflation and in making a significant reduc- 
tion in Costa Rica's adverse trade balance, which had reached 
a record level in 1974. Real economic growth is estimated 

to have diminished in 1975 to about 2 percent, as compared to 


4.3 percent in 1974 and 7.7 percent in 1973. 


The adverse economic trends affecting Costa Rica and the 
consequent need for belt tightening reflect in substantial 
measure the continued direct and indirect effects of the 
worldwide rise in oil prices, which increased the prices of 
Costa Rica's imports to levels that are difficult to cover 
from foreign exchange earnings. In response, the Government 
is continuing to restrain non-essential imports, and is 
embarking on a major program of incentives to attempt to 
foment exports. Signs of an upturn in economic activity are 
appearing and it seems likely that the economy will reach a 
more satisfactory rate of expansion in 1976 of some 3 to 4 
percent. 


U.S. exports are maintaining a strong competitive position 

in Costa Rica. Trade opportunities in 1976 will be particu- 
larly attractive in capital goods, including construction 
machinery and equipment for electrical power generation, 
communications and hospitals. The market for imported consu- 
mer goods from all sources, especially luxury or semi-luxury 
goods will be sharply restricted by import surtaxes and 
specific consumption taxes which are part of the Government's 
balance of payments program. 





A. CURRENT ECONOMIC SITUATION AND TRENDS 


Domestic Economy 


The Costa Rican economy in 1975 passed through a condition 
that has been labelled "stagflation" in the United States; 
economic activity stagnated while inflation continued. 
Retail sales, as measured by sales tax collections, were 

at about the same level as in 1974 in terms of colones, 
which would indicate that the physical volume of retail 
sales declined, after adjustment for price changes. Con- 
struction activity declined from high levels reached in 

the first half of 1974, and employment in construction and 
other industries increased less rapidly than in previous 
years. Inflation, as measured by the wholesale price index 
(the retail index being no longer published), diminished in 
1975 from the very high level of 38 percent attained in 
1974, but still averaged about 18 for the year. 


Government economic policy in 1975 was directed toward com- 
batting inflation and dealing with Costa Rica's serious bal- 
ance of payments deficit (discussed below), while at the same 
time proceeding with a social program intended to diminish 
disparities in income and social services between urban and 
rural areas and between the poor and the well-to-do (closing 
the "social gap"). The main policy instruments used were: 
consumer credit restraints (higher down payments and shorter 
loan durations); 50-100 percent consumption taxes on non- 
essential imported consumer goods (with similar but lower 
taxes on non-essentials produced in Costa Rica or within the 
Central American Common Market); wage policies that held 
increases in minimum wages for many occupations to below the 
rate of inflation; general restraints by the Central Bank on 
the overall growth of credit in the economy, and new taxes 

(a 2 percent payroll tax and an increase in the general sales 
tax from 5 to 8 percent) to finance the major program aimed 
at closing the "social gap,'"' the Family Allowances Program. 


Government economic policies in 1975 had mixed results, as 
might be expected in a difficult situation. Restrictive 
measures did slow the rise in prices and narrowed the trade 
gap, but at the cost of reduced economic growth. Many urban 
workers also suffered a decline in living standards because 
minimum wages and salaries were increased only 11 percent 





in a year when prices rose about 18 percent. Higher sales 
taxes and selective consumer taxes also affected living 
standards. In rural areas, life generally improved as a 
result of higher world market prices for some agricultural 
products and higher prices decreed by the Government to 
producers of important local staples such as rice and black 
beans. Also a massive feeding program, which is to serve 
some 200,000 children and pregnant and lactating mothers, 
mainly in rural areas, began toward the end of 1975 in some 
areas. The net effect of these divergent trends was to 
begin to reduce income disparities between urban and rural 
areas, but not necessarily between the poor generally and 
the well-to-do, because of the adverse effects suffered by 
the urban poor and near poor from inflation and higher 
sales taxes. 


Budget 


Central Government expenditures during 1975 amounted to 

$337 million, a 28 percent increase over 1974. Revenue was 
higher than expected but fell short of expenditures, leaving 
a deficit estimated at $47 million at year end. A sizeable 
percentage of the deficit was covered by bonds bought by 
private development banks("financieras") to meet new reserve 
requirements that became effective in July 1975. The remain- 
der of the deficit was financed through domestic and foreign 
borrowing. Costa Rica's foreign debt burden reached an estim- 
ated $480 million in 1975. 


Trade and Payments 


Facing up to a severe balance of payments problem was a pre- 
dominant element in Costa Rican economic policy in 1975. The 
previous year had ended with a record trade deficit of $280 
million (as compared to a previous high of $120 million in 
1971) and a level of reserves that had fallen to $38 million, 
equivalent to less than three weeks imports. With the help 
of consumer credit restrictions, and 50 to 100 percent selec- 
tive consumption taxes on non-essential imports, the Govern- 
ment was able to stop the growth of imports in 1975 and hold 
them in dollar terms to just about the level they had reached 
in 1974, about $720 million. Given the continued upward 
trend of prices, this represented a significant decline in 
the physical volume of imports. Meanwhile, the value of ex- 
ports expanded some 12 percent to $492 million. Thus, the 
Government succeeded in deducing the trade deficit in 1975 

by some $47 million to $233 million. 





The following table shows preliminary export data for 1975 
and the Embassy's projections for 1976: 


Exports by Major Product 
(value, volume and price) 


Prelim. Estim. %Change 
1974 1975 1976 1974-75 


Coffee - Value ($ million) on. 7 92.5 141 -26% 


Volume (000 MT) 90 75 80 
Price (¢/1b.) 62.5 $5.7 80 


Bananas - Value ($ million) 98 136 139 


Volume (millions of boxes) 52 57 58 
Price ($/box) 1.88 2.40 2.40 


Sugar - Value ($ million) 24 48 24 


Volume (000 MT) 70 68 82 
Price (¢/1b.) 15 32 13 


Beef - Value ($ million) 33 33 32 


Volume (millions lbs.) 61 63 63 
Price (¢/1b) 54 52 50 


Cocoa - Value ($ million) 5.9 5.5 4.7 


Volume 
Price (¢/1b.) 62 46 45 


Subtotal (traditional exports)285.6 313 S20. +10% 
Other exports 154.4 179 $213 +16% 


Total Exports 440 492 566 +12% 


Costa Rica's export gains in 1975 were attributable mainly 

to sharply increased earnings from bananas and sugar. Higher 
prices increased sugar earnings by 1U0 percent to $40 million, 
and higher banana prices, aided by some increase in production, 





increased the total value of banana exports to $136 million, 
Bananas displaced coffee as Costa Rica's number one export 
crop in 1975, as coffee earnings dropped 26 percent to 
$92.5 million. A 16 percent gain in "other exports" to a 
total value of $179 million was particularly welcome in a 
year when sales to Costa Rica's major market for non-tradi- 
tional exports, the other Central American countries, in- 
creased only about 4 percent. Detailed trade data are not 
yet available, but the “other exports" that increased were 
probably mainly such things as live cattle, fertilizers, 
and "minor" crops such as tropical fruits. 


Financing its large trade deficit has required Costa Rica 
to have recourse to commercial borrowings abroad to supple- 
ment development capital inflows, autonomous inflows of 
private capital, and funds available from international 
sources such as the Venezuelan oil fund and the IMF oil 
facility. Fortunately, ample credit has been available 
from commercial banks abroad, even if at higher rates than 
money available from international support funds. 


Outlook for 1976 


1976 will be a year of austerity, the Government has announced, 
but hopefully it will also be a year of economic recovery. 
Some observers believe that the domestic economy is already 
beginning to experience a mild upsurge of activity. Exports 
prospects are reasonably good. Higher coffee prices and a 
somewhat larger crop should increase export earnings from 
coffee by some 50 percent to about $141 million. Bananas, 
beef, and cocoa should do about as well as in 1975. Only 
sugar, among major crops, is expected to show sharply reduced 
earnings, reflecting lower prices. Exports of manufactured 
goods to CACM countries should increase in response to an 
economic upswing that appears to be underway in Central Amer- 
ica. Non-traditional exports to markets outside Central Amer- 
ica will receive a number of new incentives including credit, 
credit insurance, and rebates that can amount to as much as 

25 percent of their value. 


Talk of the need for austerity relates mainly to the balance 
of payments and the budget. To diminish the balance of pay- 
ments deficit consumers will be forced to practice austerity 
in their purchases of luxury and semi-luxury imports, by 
heavy new surtaxes on such items, which are in addition to 
the heavy taxes already imposed last year. To prevent the 





budget from feeding inflation, the Government has promised 
to practice austerity in its own spending, and has ordered 
Government ministries to abstain from spending £200 million 
in funds that are already in their approved 1976 budget. 
Despite this promising beginning, it will be difficult for 
the Government to hold spending down to the amount already 
budgeted, as some £500 million in necessary expenditures 
were not included in the budget, according to testimony by 
the Finance Ministry before the Legislative Assembly. (In 
Costa Rica, it is traditional for one or more "extraordinary 
budgets" to be submitted in the course of the year). The 
Government's social objectives, especially as reflected in 
the Family Allowances Program, which will be getting into 
full swing in 1976, will also make it difficult to hold down 
spending. 


Overall economic growth in real terms in 1976 should be in 
the range of 2 to 4 percent. Construction, manufacturing 
activity and employment should increase, and promotional 
activities should stimulate tourism, but tourist gains may 
be partially offset by a possible decline in the net influx 


of retirees that could result from rising living costs and 
other factors. Inflation is expected to decrease to 10 to 
15 percent, according to Government estimates. 


The balance of payments will continue to be a difficult 
problem in 1976. Holding imports to no growth would be 
much more difficult than in 1975 when excessive inventories 
of raw materials, semi-finished and finished goods, built 
up during 1974, provided a margin for reduction. Imports 
in 1976 will probably have to rise by about 15 percent to 
$830 million to sustain the predicted increases in gross 
domestic product and exports. As major traditional ex- 
ports appear likely to rise by only about 8 percent in 1976, 
even a generous 26 percent predicted increase in "other 
exports," would imply that total exports would rise only 12 
percent to a level of $566 million. If these estimates are 
correct, Costa Rica's trade deficit would grow to $264 mil- 
lion. Achieving a smaller trade deficit would seem to 
depend on getting a better than expected performance from 
traditional exports, or on achieving a greater than 26 per- 
cent increase in "other exports." 


Successful management of the Costa Rican economy in 1976 





will require not only a close control of the balance of 
payments situation, but also a major effort to hold Govern- 
ment spending in check and to keep the growth of bank credit 
within reasonable limits. 


B. IMPLICATIONS FOR THE UNITED STATES 


The United States is Costa Rica's most important trading 
partner and has provided in recent years a one-third share 
of Costa Rica's imports. Despite the drop in import volume 
in 1975, U.S. market share remained at about 34 percent. 
The total value of U.S. exports to Costa Rica in 1975 was 
estimated at $247 million. 


Trade opportunities in 1976 will be particularly attractive 
in capital goods, including construction machinery, and 
equipment for electrical power generation, communications, 
and hospitals. The outlook for exporters of most consumer 
goods is much less favorable. Consumer credit controls 
established in 1974, and high consumption taxes imposed in 
early 1975 reduced imports of such items as processed food 
products, clothing, automobiles, consumer durables, televi- 
sions, and other "luxury" items in 1975, and these same 


measures plus additional import surtaxes ranging from 10 to 
50 percent imposed in January 1976, will further restrain 
imports of "non-essentials" in 1976. 


Costa Rica's recent growth as a’market for U.S. agricultural 
products appears to have ceased in 1975, as Costa Rica em- 
barked on a program to increase self sufficiency in "basic 
grains." Wheat sales did increase, however, from $16 million 
in 1974 to an estimated $18 million in 1975, and they consti- 
tuted the bulk of U.S. sales here of an estimated $28 million 
in farm products. Wheat sales should continue to expand in 
1976, but the outlook for other significant U.S. agricultural 
exports is uncertain. U.S. meat "quotas" under the voluntary 
restraint system will adversely affect sales of breeding 
cattle, and Costa Rican surtaxes on "non-essential" imports 
will limit sales of deciduous fruits and juices. 


A developing local food processing industry offers an excel- 
lent opportunity for the sale of U.S. food processing and 
packaging equipment. 


Major infrastructure projects -- notably the Arenal Dam -- 

will also provide opportunities in 1976 for U.S. exporters. 
The Arenal Dam, a 135,000 kilowatt hydroelectric project in 
northern Costa Rica, is already under construction. The 





project should be completed in 1979 or 1980 at a total cost 
of $91 million. 


Other major projects include implementation of the National 
Fisheries Plan ($20 million); purchase of agricultural 
equipment by the National Production Council ($25 million); 
rural electrification ($19 million); hospital construction, 
equipment and renovation ($20 million), highway construc- 
tion and improvements ($60 million) and sewerage and drain- 
age construction ($20 million). Investments in new hotel 
construction and tourist-oriented projects should be stimu- 
lated by $30 million that the Government has borrowed for 
tourist development. 


Investment Climate 


No change is expected in Costa Rica's favorable investment 
climate which is based on constitutional guarantees, politi- 
cal stability, respect for the law and private property, an 
independent judiciary, and support by the Government for 
investments that contribute to the economic well-being of the 
country. Although exchange controls exist to regulate 
"speculative" capital outflows, dividends, interest, and 
principal on approved foreign investments, registered with 
the Central Bank, may be repatriated without restriction. 


There is growing sensitivity in Costa Rica concerning large- 
scale land purchases by foreigners, especially purchases for 
speculative purposes or for non-productive uses. Squatters 
are also a problem in some areas both for foreign and for 
Costa Rican land owners. Retired Americans who wish to set- 
tle in Costa Rica as "pensionados" continue to be welcomed 
and may buy homes freely. 
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